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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Transportation's 
financial  activity  for  fiscal  years  1997-98  and  1998-99.  Included  in  this  report  are 
recommendations  where  the  department  can  improve  procedures  over  recording 
financial  information  on  the  state  accounting  system,  internal  controls  related  to  use  of 
purchasing  cards  and  compliance  with  specific  state  laws  and  federal  regulations.  The 
department's  written  response  to  audit  recommendations  is  included  in  the  back  of  the 
report. 

We  thank  the  director  and  department  personnel  for  their  cooperation  and  assistance 
throughout  the  audit. 


Respectfully  submitted. 


A. 

Scott  A.  Seacat 
Legislative  Auditor 
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Report  Summary 


Department  of 
Transportation 


This  report  documents  the  results  of  our  financial-compliance  audit 
of  the  Department  of  Transportation  for  the  two  fiscal  years  ended 
June  30,  1999.  We  issued  a  qualified  opinion  on  the  financial 
schedules  presented  in  this  report.  This  means  the  reader  should  use 
caution  when  relying  on  the  presented  financial  information  and  the 
supporting  detailed  information  on  the  Statewide  Budgeting  and 
Accounting  System. 


This  report  contains  12  recommendations  directed  to  the  department. 
Four  recommendations  relate  to  recording  of  financial  information 
on  the  state's  accounting  records.  These  issues  include  improper 
accrual  of  $20.5  million  of  federal  revenue  and  understatement  of 
motor  fuel  tax  revenue  of  $19.6  million,  not  recording  the  motor 
pool  facility  and  understatement  of  merchandise  inventory.  Two 
recommendations  relate  to  controls  over  to  the  use  of  purchasing 
cards  and  reconciling  cash  change  funds  held  outside  the  state 
treasury.  The  remaining  recommendations  relate  to  compliance  with 
specific  state  laws  or  federal  regulations  which  include  calculation  of 
vehicle  rental  rates  in  the  Internal  Service  Fund;  unallowable  charges 
to  a  federal  grant;  approval  for  spending  nonstate  funds;  establishing 
procedures  to  monitor  all  federal  funds  subgranted;  providing 
accurate  information  to  the  Department  of  Administration  related  to 
the  federal  Cash  Management  Improvement  Act  of  1990;  and 
establishing  administrative  rules  related  to  maintenance  and 
operation  of  motor  pool  vehicles. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  if\ 


We  recommend  the  department  record  federal  revenue 

in  accordance  with  state  policy Page  8 


Agency  Response:  Concur.  See  page  B-4 
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Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Recommendation  ^5 


Recommendation  #6 


Recommendation  #7 


Recommendation  ^8 


We  recommend  the  department  follow  its  procedures 

for  motor  fiiel  tax  revenue  accruals Page  8 

Agency  Response:  Concur.  See  page  B-4 

We  recommend  the  department  record  the  motor 
pool  facility  on  the  state's  accounting  records  in 
accordance  with  state  law Page  9 

Agency  Response:  Concur.  See  page  B-4 

We  recommend  the  department  follow  procedures  to 
properly  record  merchandise  inventory  on  the  state's 
accounting  records Page  9 

Agency  Response:  Concur.  See  page  B-5 

We  recommend  the  department  improve  controls  over 
the  use  of  purchasing  cards  to  ensure  compliance  with 
state  law  and  policy Page  11 

Agency  Response:  Concur.  See  page  B-5 

We  recommend  the  department  follow  procedures 
established  for  reconciling  cash  change  funds  held 
outside  the  state  treasury Page  12 

Agency  Response:  Concur.  See  page  B-5 

We  recommend  the  department  review  items  included 

in  its  vehicle  rental  rates  to  ensure  fees  are  conmiensurate 

with  costs Page  14 

Agency  Response:  Concur.  See  page  B-6 

We  recommend  the  department  ensure  federal  funds  are 

not  used  to  pay  unallowable  equipment  costs Page  14 

Agency  Response:  Concur.  See  page  B-6 
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We  recommend  the  department  obtain  approval  from 

OBPP  in  accordance  with  state  policy  to  spend 

nonbudgeted  funds Page  15 

Agency  Response:  Concur.  See  page  B-6 

We  recommend  the  department  establish  procedures 
to  ensure  all  federal  funds  subgranted  are  monitored 
in  accordance  with  federal  regulations Page  17 

Agency  Response:  Concur.  See  page  B-7 

We  recommend  the  department  provide  the  Department 

of  Administration  with  the  date  federal  funds  are 

received  by  the  state Page  18 

Agency  Response:  Concur.  See  page  B-7 

We  recommend  the  department  establish  administrative 

rules  governing  the  maintenance  and  operation  of  motor 

pool  vehicles  in  accordance  with  state  law Page  18 

Agencv  Response:  Concur.  See  page  B-7 


Recommendation  #9 


Recommendation  #10 


Recommendation  #1 1 


Recommendation  #12 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana  Depart- 
ment of  Transportation  (depanment),  for  the  two  fiscal  years  ended 
June  30,  1999.  The  objectives  of  the  audit  were  to  determine  if: 


1.  The  department  complied  with  applicable  state  and  federal  laws 
and  regulations  during  the  audit  period. 

2.  The  department's  administrative  and  accounting  controls  were 
effective  for  the  audit  period. 

3.  The  department's  financial  schedules  present  fairly  the 
department's  changes  in  fund  balances  and  results  of  operations 
for  the  two  fiscal  years  ended  June  30,  1999. 

4.  The  depanment  implemented  prior  audit  recommendations. 

We  performed  procedures  to  evaluate  charges  for  services  for  costs 
incurred  in  the  Internal  Service  Fund  as  required  by  section  17-8- 
101(6),  MCA,  and  found  the  charges  and  fund  equity  to  be 
reasonable  for  the  operations  in  this  fund  except  for  the  issue  on 
page  12. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the  costs  to 
implement  the  recommendations  in  this  report  and  believe  the  cost  is 
not  significant. 


Background 


The  Montana  Department  of  Transportation  (depanment)  is  respon- 
sible for  establishing  a  public  transportation  system  that  emphasizes 
safety,  environmental  preservation,  cost-effectiveness,  and  quality. 
The  primary  responsibilities  of  the  depanment  are  project  design; 
administration  of  construction  contracts;  preservation  and 
maintenance  of  a  safe  and  environmentally  sound  state  highway 
system;  enforcement  of  statutes  and  regulations  relating  to  vehicle 
weight,  size,  licensing,  fuel,  and  safety;  providing  protection  and 
safety  in  aviation;  and  enforcing  compliance  with  motor  fuel  tax 
laws  and  administering  license  taxes  on  gasoline  and  diesel  fuel. 
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The  department  is  under  the  direction  of  the  Transportation  Commis- 
sion (commission)  and  the  director.  The  commission  is  comprised  of 
five  members  appointed  by  the  governor  and  confirmed  by  the 
senate  for  four-year  terms.  The  commission  determines  construction 
priorities,  selects  construction  projects,  and  allocates  funding  to 
state,  local,  and  national  highway  system  projects.  It  also  classifies 
highways  as  federal  aid,  primary,  and  off-system  in  the  state  main- 
tenance system.  The  commission  may  delegate  certain  functions  to 
the  director,  who  is  appointed  by  the  governor  and  confirmed  by  the 
senate. 

The  department  had  approximately  1,820  full-time  equivalent 
positions  during  fiscal  year  1998-99.  The  department's  primary 
sources  of  funding  during  the  audit  period  were  federal  funds,  motor 
fuel  taxes,  and  license  and  permit  fees. 

During  the  audit  period,  department  activities  were  organized  under 
nine  programs  as  described  below: 

General  Operations  -  provides  administrative  support  services 
including  accounting,  budgeting,  plarming,  program  development, 
research,  legal  services,  computer  processing,  and  personnel.  The 
administration  division  enforces  compliance  with  motor  fuel  tax  law 
and  collects  taxes  on  gasoline  and  diesel  fuel. 

Construction  -  is  responsible  for  project  planning  through 
construction.  This  includes  project  design,  right-of-way 
acquisitions,  issuing  contract  bids,  awarding  contracts,  and 
administering  construction  contracts.  Personnel  in  five  districts 
(Billings,  Butte,  Glendive,  Great  Falls,  and  Missoula)  and  in  Helena 
supervise  and  monitor  work  done  by  private  contractors. 

Maintenance  -  is  responsible  for  preserving  and  maintaining  the 
state's  highway  systems  and  its  related  facilities.  Activities  include 
patching,  repair,  snow  removal,  and  sanding. 

Motor  Pool  -  operates  and  maintains  a  fleet  of  vehicles  available  to 
state  offices  and  employees  in  Helena  to  conduct  official  business. 
The  cost  of  services  is  recovered  through  rental  and  lease  fees. 
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Equipment  -  purchases,  distributes,  and  maintains  all  highway 
equipment  and  vehicles  for  use  within  the  department.  The 
equipment  is  rented  to  programs  within  the  department,  primarily 
construction  and  maintenance. 

Interfund  Transfers  -  established  to  record  the  transfer  of  funds 
between  accounting  entities  and  to  the  Debt  Service  Fund. 

State  Motor  Carrier  Services  -  enforces  statutes  and  regulations 
related  to  vehicle  weight,  size,  licensing,  fuel,  and  safety  on  the 
state's  highways  and  collects  gross  vehicle  weight  fees.. 

Aeronautics  -  provides  protection  and  safety  in  aeronautics.  The 
division  operates  the  West  Yellowstone  airport  and  maintains  12 
other  state-owned  airports.  The  division  facilitates  the  maintenance 
of  airports,  registers  aircraft  and  pilots,  and  coordinates  and 
supervises  aerial  search  and  rescue  operations. 

Transportation  Planning  -  provides  technical  and  monetary  assistance 
to  local  communities  and  transit  authorities  for  planning,  organizing, 
operating,  and  funding  transportation  systems.  This  program 
administers  federal  funds  for  development  and  operation  of 
transportation  systems  and  administers  the  State  Rail  Plan. 
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Prior  Audit  Recommendations 


Prior  Audit  ^^  P^'°^  ^"'^''^  report  for  the  two  fiscal  years  ended  June  30,  1997, 

Recommendations  contained  seven  recommendations  to  the  department.  The 

department  implemented  three,  partially  implemented  three,  and  did 
not  implement  one  of  the  recommendations. 


The  partially  implemented  recommendations  involve  proper 
recording  of  revenues  and  expenditures,  procedures  to  monitor 
federal  funds  subgranted,  and  establishing  motor  pool  rules  in 
accordance  with  state  law.  These  recommendations  are  again 
discussed  on  pages  7,  15,  and  18,  respectively.  The 
recommendation  not  implemented  involves  providing  accurate 
information  to  the  Depanment  of  Administration  related  to  receipt  of 
federal  funds.  As  discussed  on  page  17,  the  department  changed 
procedures  in  an  attempt  to  provide  accurate  information  to  the 
Depanment  of  Administration;  however,  additional  changes  are 
necessary. 


Pages 
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Findings  and  Recommendations 


Proper  Recording  of 
Financial  Transactions 
on  the  State's 
Accounting  Records 


Section  17-1-102,  MCA,  requires  state  agencies  to  record  all 
financial  transactions  on  the  state's  accounting  records  in  accordance 
with  generally  accepted  accounting  principles  (GAAP).  The 
Department  of  Administration,  Accounting  and  Management  Support 
Division,  has  adopted  state  accounting  policies  which  comply  with 
GAAP.   Accounting  for  financial  activity  in  accordance  with  these 
requirements  improves  the  quality,  consistency,  and  comparability  of 
the  resulting  financial  information  among  state  agencies.  It  also 
assists  in  proper  and  consistent  measurement  of  revenues  and 
expenditures  in  each  fiscal  year.   We  noted  the  following  instances 
where  the  department  did  not  record  financial  activity  in  accordance 
with  state  law  or  policy. 


Improper  Federal  Revenue 
Accruals 


The  department  contracts  for  services  related  to  construction,  utility 
relocation,  highway  plaiming  and  construction  consulting,  and  right- 
of-way  work.   For  all  these  services,  except  highway  construction, 
the  department  accrues  unspent  or  remaining  contract  amounts.   At 
the  end  of  each  fiscal  year,  department  personnel  review  existing 
contracts  and  accrue  federal  revenue  and  expenditures  for  the 
unspent  or  remaining  contract  amounts.  Based  on  this  review,  the 
department  accrued  approximately  $4  million  and  $20.5  million  in 
fiscal  years  1997-98  and  1998-99,  respectively.  The  contracted 
services  will  be  provided  to  the  department  in  future  years. 


State  policy  requires  revenue  be  recognized  in  the  accounting  period 
in  which  it  is  both  measurable  and  available.  State  policy  further 
defines  available  as  collectible  within  the  current  period  or  soon 
enough  thereafter  (i.e.,  within  60  days)  to  be  used  to  pay  liabilities 
of  the  current  period.  Department  persoimel  stated  the  contracts 
were  to  be  completed  from  one  to  three  years  in  the  future. 
Therefore,  even  though  the  expenditure  accruals  were  appropriate, 
the  revenue  should  not  have  been  accrued,  since  it  would  not  be 
collected  within  60  days. 

Department  personnel  stated  they  were  instructed  to  accumulate  all 
contract  dollar  amounts  to  show  the  financial  commitment  at  fiscal 
year-end.  As  a  result,  accounts  receivable  and  federal  revenue  are 
overstated  in  the  Federal  Special  Revenue  Fund  on  the  state's 


Page  7 


Findings  and  Recommendarions 


accounting  records  by  $4  million  and  $20.5  million  at  fiscal  year- 
end  1997-98  and  1998-99,  respectively.  This  resulted  in  a 
qualification  of  the  Independent  Auditor's  Report  beginning  on  page 
A-3. 


Recommendation  #1 

We  recommend  the  department  record  federal  revenue  in 

accordance  with  state  policy. 


Understated  Motor  Fuel 
Tax  Revenue 


The  department  is  responsible  for  collecting  and  recording  the  state 
motor  fuel  tax  revenue.  At  the  end  of  each  fiscal  year,  the 
department  estimates  motor  fuel  tax  revenues  earned  that  will  not  be 
collected  until  the  following  fiscal  year.  In  the  next  fiscal  year,  the 
depanment  eliminates  the  estimate  and  records  actual  revenue 
received.  In  fiscal  year  1998-99,  the  department  eliminated  the 
fiscal  year  1997-98  estimate  of  $19.6  million  twice.  As  a  result, 
"Taxes"  revenue  recorded  on  the  state's  accounting  records 
decreased  from  $183,022,648  to  $163,471,488  in  fiscal  year  1998- 
99.  This  resulted  in  a  qualification  of  the  Independent  Auditor's 
Report  beginning  on  page  A-3 . 


Recommendation  #2 

We  recommend  the  department  follow  its  procedures  for  motor 

fuel  tax  revenue  accruals. 


Recording  the  Motor  Pool 
Facility 


In  fiscal  year  1996-97,  the  department  built  a  new  motor  pool 
facility.  The  department  did  not  record  the  value  of  the  facility  on 
the  state's  accounting  records.  Section  17-1-102,  MCA,  requires 
state  agencies  record  all  necessary  transactions  on  the  state's 
accounting  records  by  fiscal  year-end  in  order  to  present  the  receipt, 
use,  and  disposition  of  all  money  and  property  for  which  the  agency 
is  accountable.  Department  personnel  stated  the  motor  pool  facility 
did  not  get  recorded  due  to  staffing  changes. 
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Recommendation  #3 

We  recommend  the  department  record  the  motor  pool  facility  on 

the  state's  accounting  records  in  accordance  with  state  law. 


Understated  Merchandise 
Inventory 


The  department  purchases  inventory  including  office  and 
construction  supplies,  gravel,  sand,  road  oil,  and  gasoline,  which  is 
used  by  depanment  programs  throughout  the  state.  At  fiscal  year- 
end,  the  department  records  adjusting  entries  to  properly  reflect  the 
merchandise  inventory  on  hand  on  the  state's  accounting  records.  At 
fiscal  year-end  1998-99,  Uie  department  did  not  record  the  adjusting 
entry  on  the  state's  accounting  records.   As  a  result,  merchandise 
inventory  and  fund  balance  reserved  for  inventory  are  understated  by 
$1.3  million  in  the  Special  Revenue  Fund  for  fiscal  year  1998-99. 
Department  personnel  stated  the  adjusting  entry  was  missed  due  to 
staffing  changes. 


Recommendation  #4 

We  recommend  the  department  follow  procedures  to  properly 

record  merchandise  inventory  on  the  state's  accounting  records. 


Internal  Controls 


Department  management  is  responsible  for  establishing  and 
maintaining  an  adequate  system  of  internal  control.  The  system 
should  provide  management  with  reasonable  assurance  that  resources 
are  safeguarded  against  waste,  loss,  and  misuse.  The  following 
sections  discuss  areas  where  the  department  could  improve  its 
control  system. 


Use  of  Purchasing  Cards 


The  state  of  Montana  implemented  a  program  designed  to  allow 
agencies  the  ability  to  make  small  purchases,  defined  as  $5,000  and 
less  per  transaction,  using  a  purchasing  card.   A  purchasing  card  is 
similar  to  a  credit  card.  The  intent  of  this  program  is  to  increase  the 
efficiency  of  the  purchasing  system  by  eliminating  manual  steps  and 
paperwork  for  small  purchases.  State  employees  are  assigned  a  card, 
given  a  cardholder  manual,  and  required  to  sign  and  return  a 
cardholder  agreement.  The  card  is  in  the  name  of  the  employee,  but 
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the  liability  lies  with  the  state.  We  reviewed  the  department's  policy 
and  procedures  related  to  the  use  of  the  purchasing  card  and  noted 
areas  where  the  department  can  improve  controls.  We  obtained  a  list 
of  transactions  processed  by  department  employees  on  purchasing 
cards  for  one  month.  We  reviewed  selected  transactions  and  noted 
the  following  areas  of  noncompliance  with  state  law  or  policy. 

•  Section  2-18-501 ,  MCA,  allows  a  per  day  lodging  rate  of  $35 
plus  taxes.   We  noted  three  instances  where  lodging  was  paid  in 
excess  of  the  state  per  diem  rate.  This  law  also  requires  all 
claims  for  lodging  expense  reimbursed  at  that  rate  be 
documented  by  an  appropriate  receipt.  We  noted  one  charge 
that  was  not  supported  with  a  motel  receipt.  The  department 
has  established  procedures  for  paying  travel  costs  that  would 
have  identified  these  instances  of  noncompliance  prior  to 
payment  if  the  purchasing  card  had  not  been  used. 

•  State  policy  for  the  use  of  a  purchasing  card  does  not  allow 
meals  or  fuel  to  be  charged.  We  noted  four  charges  for  meals 
and  one  charge  for  fuel. 

•  State  policy  on  the  use  of  a  purchasing  card  requires  all 
transactions  be  supported  by  receipts.  We  noted  five  charges 
which  were  not  supported  by  a  receipt. 

The  department  set  a  dollar  limit  for  all  purchasing  cards  of  $5,000 
per  transaction,  $25,000  per  day,  and  $50,000  per  month.   For  the 
month  selected,  we  noted  the  largest  single  purchase  was  for  $4,714, 
the  average  transaction  for  the  month  was  $136,  and  the  maximum 
charged  by  one  cardholder  for  the  month  was  $9,178.  We  discussed 
the  dollar  limits  on  the  purchasing  card  with  various  department 
employees,  who  indicated  the  limits  more  than  meet  their  purchasing 
needs.  When  purchasing  limits  exceed  the  amounts  normally  needed 
for  business  purposes  there  is  an  increased  risk  of  inappropriate 
purchases.  The  department  should  limit  this  risk  by  analyzing 
department  employee  purchasing  needs  and  set  card  limits 
accordingly. 
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Department  officials  stated  the  use  of  purchasing  cards  is  relatively 
new  and  they  established  policies  and  procedures  when  they  started 
using  the  purchasing  cards.  Department  officials  stated  they  initially 
wanted  to  see  how  the  purchasing  card  worked  for  the  department 
and  recognize  changes  need  to  be  made  for  the  use  of  the  cards.  The 
department  has  been  using  the  purchasing  card  system  for 
approximately  three  years. 

Recommendation  #5 

We  recommend  the  department  improve  controls  over  the  use  of 

purchasing  cards  to  ensure  compliance  with  state  law  and  policy. 


Accounting  for  Cash  The  Department  of  Administration  authorizes  state  agencies  to 

Change  Funds  withdraw  funds  from  the  state  treasury  to  use  as  change  funds.  The 

department  is  responsible  for  establishing  adequate  controls  related 
to  the  change  funds  and  ensuring  the  proper  amount  is  recorded  on 
the  state's  accounting  records. 

We  requested  a  list  of  cash  change  fiinds  from  the  department.  The 
list  provided  to  us  totaled  $2,200.  At  June  30,  1999,  the  state's 
accounting  records  reflected  $3,150  in  cash  change  funds. 

The  department's  Motor  Carrier  Services  Division  officers  use  the 
cash  change  funds  for  permits  at  weigh  stations.  Department 
personnel  stated  the  officers  are  required  to  complete  a  cash 
reduction  form  when  they  determine  the  cash  change  fund  is  no 
longer  needed.  If  the  form  does  not  accompany  the  cash,  the  cashier 
records  the  cash  as  miscellaneous  revenue  rather  than  decreasing  the 
cash  change  fund  account.  The  department  was  unable  to  provide 
adequate  documentation  where  the  cash  change  funds  remitted  were 
deposited  with  the  state  treasury.  Department  personnel  stated  they 
have  not  had  time  to  reconcile  the  cash  change  fund  to  ensure  the 
amount  recorded  on  the  state's  accounting  records  is  proper. 
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Recommendation  #6 

We  recommend  the  department  follow  procedures  established  for 

reconciling  cash  change  funds  held  outside  the  state  treasury. 


Compliance  with  State 
Laws  and  Federal 
Regulations 


As  pan  of  our  audit  we  reviewed  the  department's  compliance  with 
various  state  laws  and  federal  regulations.  The  following  sections 
discuss  state  and  federal  compliance  issues  we  noted  during  the 
audit. 


Internal  Service  Fund  - 
Vehicle  Rental  Rates 


The  department  operates  the  state  motor  pool  as  an  Internal  Service 
Fund,  renting  and  leasing  vehicles  to  state  agencies.  We  reviewed 
the  department's  calculation  of  the  fiscal  years  1997-98  and  1998-99 
vehicle  rental  rates.  We  noted  the  following  issues  with  the 
department's  method  for  inclusion  of  the  items  when  calculating 
rental  rates. 


The  department  develops  rental  rates  based  on  operating  costs  of 
classes  of  vehicles  (e.g.  class  6-cars,  class  7-trucks,  class  12-vans). 
Included  in  the  rental  rate  calculation  is  the  depreciation  expense  for 
the  vehicles.  In  calculating  the  depreciation  rate,  the  department 
estimates  a  85,000  mile  life  for  all  vehicles.  We  noted  the  motor 
pool  operates  the  majority  of  its  vehicles  beyond  the  85,000  mile 
limit.  Department  personnel  said  that  the  85,000  mile  limit  is  an 
assumption  based  on  average  miles  for  the  fleet,  since  some  vehicles 
are  disposed  of  before  they  accumulate  85,000  miles,  while  other 
vehicles  exceed  the  limit.  We  requested  a  list  of  vehicles  and  related 
miles  for  vehicles  the  department  is  selling  at  its  auction  in  October 
1999.  The  average  miles  for  class  6-cars  was  approximately 
103,000.  Additionally,  depanment  personnel  stated  the  gain  or  loss 
on  the  sale  of  vehicles  is  included  in  the  rate  calculation;  therefore, 
over  the  long  run,  fees  are  commensurate  with  costs.  While  this  is 
true,  the  rental  rate  charged  during  a  period  of  time  may  not  be 
reflective  of  costs  for  that  time  period.  Individuals  renting  the 
vehicles  change  from  period  to  period.  As  a  result,  charges  within  a 
period  may  not  be  commensurate  with  costs.    The  department 
should  adjust  the  estimated  mileage  used  to  recover  vehicle  cost 
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included  in  the  rental  rate  calculation  to  more  closely  reflect  actual 
vehicle  mileage. 

The  department  paid  approximately  $350,000  for  the  cost  of  the  new 
motor  pool  facility  out  of  the  highway  special  revenue  fund.  The 
department  determined  the  motor  pool  would  make  annual  payments 
of  $58,333  to  the  highway  special  revenue  fund  over  six  years.  The 
department  included  the  annual  payment  of  $58,333  in  calculating 
the  vehicle  rental  rates  for  fiscal  years  1997-98  and  1998-99.  If  the 
motor  pool  owns  the  facility,  then  it  can  include  depreciation  of  its 
cost  over  the  life  of  the  facility  in  the  rental  rates.  Department 
persoimel  stated  they  included  the  payment  in  the  rate  calculation 
because  they  consider  it  to  be  a  lease  payment.  To  be  included  in 
the  rental  rate  the  department  must  demonstrate  rates  reflect  fair 
market  value.  The  department  was  unable  to  provide  support 
demonstrating  the  annual  payment  amount  reflected  fair  market 
value.  In  addition,  the  department  was  unable  to  provide  a  lease 
agreement  for  the  financing  arrangement  between  the  department 
and  the  motor  pool.  If  no  lease  agreement  exists,  then  lease 
payments  cannot  be  included  in  the  rental  rates. 

The  department  obtained  Intercap  loans  from  the  Board  of 
Investments  to  purchase  vehicles  for  the  motor  pool.  The  interest 
rate  on  the  Intercap  loans  ranged  from  4.3  percent  to  4.85  percent 
for  fiscal  years  1997-98  and  1998-99.  The  department  estimated  the 
interest  expense  when  calculating  the  rental  rate  using  6.5  percent 
interest  rate.  The  department  stated  the  interest  rate  fluctuates  for 
the  Intercap  loans  and  the  6.5  percent  interest  rate  was  an  estimate. 
Over  the  past  few  years  the  Intercap  loan  interest  rate  has  ranged 
between  4  percent  and  5  percent.  The  actual  rate  used  for  fiscal  year 
1998-99  was  recalculated  using  actual  fiscal  year  1997-98 
information.  The  department  still  used  a  6.5  percent  interest  rate 
when  calculating  costs.  As  a  result,  the  Intercap  loan  interest 
included  in  the  rental  rate  calculation  was  too  high  by  $25,716  and 
$36,857  for  fiscal  years  1997-98  and  1998-99,  respectively. 

Based  on  review  of  the  above  items,  the  department  should  improve 
procedures  to  ensure  adequate  documentation  to  demonstrate  fees  are 
commensurate  with  costs. 
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Recommendation  #7 

We  recommend  the  department  review  items  included  in  its  vehicle 

rental  rates  to  ensure  fees  are  commensurate  with  costs. 


Unallowable  Federal  The  depanment  receives  federal  funds  for  the  Highway  Planning  and 

Charges  Construction  Grant  (CFDA  #  20.205).  Office  of  Management  and 

Budget  Circular  A-87  and  the  Compliance  Supplement  document 
allowable  charges  to  the  grant.  We  noted  the  following  instance  of 
noncompliance. 

The  Statewide  Planning  Research  (SPR)  Program  of  the 
Transportation  Planning  Division  used  $8,595  of  Highway  Planning 
and  Construction  Grant  funds  to  purchase  an  air  compressor  in  fiscal 
year  1997-98.  Subsequent  to  the  purchase,  SPR  donated  the  air 
compressor  to  the  department's  Equipment  Program.  The 
Equipment  Program  included  the  air  compressor  with  other 
departmental  air  compressors  when  setting  rental  rates.  The 
Equipment  Program  then  rented  air  compressors  to  the  SPR 
Program.  The  SPR  Program  used  Highway  Planning  and 
Construction  grant  funds  to  pay  the  rental  fee.  As  a  result,  the 
federal  grant  was  charged  for  depreciation  expenses  on  air 
compressors  even  though  they  had  already  paid  the  full  cost  of  one 
air  compressor.  Department  personnel  stated  as  a  normal  practice 
equipment  is  transferred  to  the  Equipment  Program  since  procedures 
have  been  established  to  recover  insurance,  licensing  and 
depreciation  costs  as  part  of  the  rental  fees. 

Recommendation  ^8 

We  recommend  the  department  ensure  federal  funds  are  not  used 

to  pay  unallowable  equipment  costs. 
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Approval  of  Nonbudgeted 
Activity 


Effective  July  1,  1995,  state  law  allows  agencies  to  record  in  the 
State  Special  Revenue  Fund  money  from  nonstate  or  nonfederal 
sources  that  is  restricted  by  law  or  by  the  terms  of  an  agreement, 
such  as  a  contract,  trust  agreement,  or  donation.  Appropriation 
authority  is  not  required  for  agencies  to  spend  these  funds;  however, 
state  policy  requires  agencies  to  obtain  approval  from  the  Office  of 
Budget  and  Program  Planning  (OBPP)  to  spend  the  funds. 


During  fiscal  year  1996-97,  the  department  established  an 
"Aeronautics  Private  Funds  -  Nonbudgeted"  accounting  entity  in  its 
State  Special  Revenue  Fund  to  account  for  activity  related  to  the 
Montana  Aviation  Conference  and  the  Essential  Air  Service  Task 
Force. 

The  department's  Aeronautics  Division  administers  the  annual 
Montana  Aviation  Conference  and  the  essential  Air  Service  Task 
Force.  The  revenue  for  these  activities  is  collected  and  recorded  in  a 
nonbudgeted  accounting  entity.  The  department's  Aeronautics 
Division  pays  the  vendors  for  costs  incurred.  Department  personnel 
stated  there  are  no  contracts  or  agreements  related  to  these  monies. 
Additionally  the  department  did  not  obtain  approval  from  OBPP  in 
accordance  with  state  law  to  spend  these  funds. 

Recommendation  H9 

We  recommend  the  department  obtain  approval  from  OBPP  in 

accordance  with  state  policy  to  spend  nonbudgeted  funds. 


Monitoring  Federal  Funds 
Subgranted 


The  department  subgrants  federal  funds  to  other  entities.  Federal 
regulations  require  the  department  to  monitor  the  activities  of 
subrecipients  as  necessary  to  ensure  that  federal  awards  are  used  for 
authorized  purposes  in  compliance  with  laws,  regulations,  and  the 
provisions  of  contracts  or  grant  agreements  and  that  performance 
goals  are  achieved.  The  department  is  also  required  to  review  the 
results  of  audits  of  subrecipients  as  necessary  to  determine  whether 
corrective  action  has  been  taken  with  respect  to  audit  findings.  Our 
prior  audit  of  the  department  noted  concerns  related  to  the 
department's  monitoring  of  federal  funds  provided  to  subrecipients. 
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In  response  to  the  recommendation,  the  department  met  with  the 
employees  responsible  for  the  federal  programs  and  notified  them  of 
the  federal  regulations.  Department  officials  stated  the  employees 
responsible  for  the  federal  programs  are  responsible  for  developing 
and  implementing  procedures  to  ensure  compliance  with  the  federal 
regulations.  We  noted  procedures  were  implemented  to  comply  with 
the  federal  regulations  for  some  of  the  federal  funds  subgranted. 
However,  we  noted  areas  where  procedures  have  not  been 
implemented. 

•  The  department  subgrants  funds  related  to  the  State  and 
Community  Highway  Safety  Program  (CFDA  #20.600).  We 
noted  procedures  have  not  been  established  to  monitor  the  funds 
subgranted  or  complete  audit  follow-up  as  required  by  federal 
regulations.  Program  personnel  stated  they  were  in  the  process 
of  developing  procedures. 

•  The  Highway  Planning  and  Construction  -  Local  Technical 
Assistance  Program  (CFDA  #20.205)  has  monitoring 
procedures;  however,  they  do  not  obtain  and  review  audit 
reports  of  subgrantees  for  findings  or  complete  a  corrective 
action  plan.  Program  personnel  stated  they  were  unaware  of  the 
requirement  to  obtain  and  review  audit  reports  and  follow-up  on 
findings. 

.  •      We  noted  the  department  has  established  subgrant  monitoring 
procedures  for  the  Highway  Planning  and  Construction  - 
Metropolitan  Planning  Program  (CFDA  #20.205).  However, 
the  agreements  used  for  subgranting  federal  funds  have  not  been 
updated  to  include  language  for  0MB  Circular  A- 133 
requirements. 

Additionally,  we  requested  a  list  of  federal  funds  the  department 
subgranted  to  other  entities.  Through  review  of  the  list  provided  to 
us,  we  determined  the  list  was  incomplete.  The  department  should 
establish  procedures  to  ensure  it  is  aware  of  all  federal  funds 
subgranted. 
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Recommendation  #10 

We  recommend  the  department  establish  procedures  to  ensure  all 
federal  funds  subgranted  are  monitored  in  accordance  with 
federal  regulations. 


Federal  Cash  Th^  state  of  Montana  has  an  agreement  with  the  U.S.  Secretary  of 

Management  the  Treasury  which  sets  forth  the  terms  and  conditions  agreed  to  by 

the  state  of  Montana  and  the  federal  government  to  implement  the 
federal  Cash  Management  Improvement  Act  of  1990  (CMIA).  The 
agreement  establishes  a  federal  cash  request  schedule  based  on 
warrant  clearing  patterns  for  large  federal  assistance  programs  in  the 
state  of  Montana.  Included  under  the  CMIA  agreement  is  the  U.S. 
Department  of  Transportation,  Highway  Planning  and  Construction 
Grant  (CFDA  #  20.205),  from  which  the  department  receives  the 
majority  of  its  federal  funding.  The  department  expended 
approximately  $177  million  and  $217  million  related  to  this  grant  in 
fiscal  year  1997-98  and  1998-99,  respectively. 

Our  prior  audit  reviewed  the  department's  procedures  for  requesting 
federal  funds  in  accordance  with  the  CMIA  agreement  and 
recommended  the  department  provide  the  Department  of 
Administration  with  the  actual  date  of  receipt  of  funds  as  opposed  to 
the  expected  date  of  receipt.  The  department  revised  its  procedures 
to  use  the  date  the  collection  report  was  recorded  on  the  state's 
accounting  records.  Although  using  the  collection  report  indicates 
funds  have  been  received,  the  collection  report  may  or  may  not  be 
prepared  on  the  date  the  state  treasury  actually  received  the  federal 
funds.  Department  personnel  stated  the  spreadsheet  given  to  the 
Department  of  Administration  is  completed  towards  the  end  of  the 
fiscal  year;  therefore,  they  use  the  date  the  collection  report  was 
recorded  on  the  state's  accounting  records,  since  the  date  the  cash 
was  received  by  the  state  treasurer  is  not  available  at  that  time. 

The  Department  of  Administration  is  required  to  complete  the  annual 
interest  calculation  report  for  the  state  of  Montana.  This  includes 
ensuring  departments  requested  and  received  federal  funds  according 
to  the  agreement.  Discrepancies  in  timing  of  cash  requests  or 
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disbursements  may  result  in  either  interest  due  to  or  due  from  the 
federal  government.  If  inaccurate  information  is  furnished,  the 
Department  of  Administration  is  unable  to  properly  determine 
compliance  with  the  CMIA  agreement. 

Recommendation  #11 

We  recommend  the  department  provide  the  Department  of 

Administration  with  the  date  federal  funds  are  received  by  the 

state. 


Administrative  Rules 
Related  to  State  Vehicles 
and  Travel 


In  the  previous  audit  report  of  the  department,  we  recommended  the 
department  issue  administrative  rules  in  accordance  with  section  2- 
17-423,  MCA,  or  seek  legislative  change  to  allow  motor  pool 
regulations  to  be  set  in  state  policy.  The  1999  Legislative  Session 
moved  the  responsibility  for  establishing  policies  related  to  state 
employee  use  of  motor  pool  vehicles  to  the  Department  of 
Administration.  However,  section  2-17-423,  MCA,  still  requires  the 
department  to  establish  administrative  rules  regarding  the 
maintenance  and  operations  of  the  motor  pool  vehicles.  During  the 
current  audit,  we  noted  the  department  has  not  established 
administrative  rules  as  required  by  state  law.  Department  personnel 
stated  they  are  currently  working  on  establishing  the  required 
administrative  rules. 


Recommendation  #12 

We  recommend  the  department  establish  administrative  rules 
governing  the  maintenance  and  operation  of  motor  pool  vehicles  in 
accordance  with  state  law. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Norihey,  Legal  Counsel 

Tori  Hunthausen.  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini.  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances,  Schedules  of  Total 
Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the  Department  of 
Transportation  for  each  of  the  fiscal  years  ended  June  30,  1998  and  1999.  The  information  contained  in 
these  schedules  is  the  responsibility  of  the  department's  management.  Our  responsibility  is  to  express  an 
opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
schedules  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  department's  assets,  liabilities,  and  cash  flows. 

At  fiscal  year-end  June  30,  1998,  the  department  accrued  revenue  for  motor  fiiel  taxes  due  but  not 
received  until  the  next  fiscal  year.  During  fiscal  year  1998-99,  the  department  eliminated  the  accrual 
twice.  As  a  result  of  this  error,  taxes  revenue  is  understated  in  the  Special  Revenue  Fund  by 
$19,551,160  and  prior  year  revenue  is  overstated  by  $1,895,172  on  the  Schedule  of  Total  Revenues  & 
Transfer-In  for  the  fiscal  year  ended  June  30,  1999. 
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Room  135,  State  Capitol  Building,  PO  Box  201705    Helena  MT  59620-1705 
Phone  (406)  444-3122     FAX  (406)  444-9784      E-Mail  lad@siate.mt.us 


At  fiscal  year-end  1998-99,  the  department  accrued  federal  revenue  when  the  related  expenditures  had 
not  been  incurred.  As  a  result,  federal  revenue  is  overstated  in  the  Special  Revenue  Fund  by 
$20,461,141  on  the  Schedule  of  Total  Revenues  &  Transfers-In  for  the  fiscal  year  ended 
June  30,  1999. 

In  our  opinion,  except  for  items  discussed  in  the  preceding  two  paragraphs,  the  financial  schedules 
referred  to  above  present  fairly,  in  all  material  respects,  the  results  of  operations  and  changes  in  fund 
balances  of  the  Department  of  Transportation  for  the  fiscal  years  ended  June  30,  1998  and  1999,  in 
conformity  with  the  basis  of  accounting  described  in  note  1 . 


Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  3,  1999 
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DEPARTMENT  OF  TRANSPORTATION 

SCHEDULE  OF  TOTAL  EXPENDITURES  &JRANSFERS:OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.1999 


PROGRAM  EXPENDITURES  &  TF!ANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salaries 

Olher  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Olher  Services 
Supplies  &  Materials 
Communications 
Travel 
Rem 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 


General 

Operations 

Construction 

Maintenance 

Program 

Program 

Program 

4,510.805 

$            28.590.283         : 
6.000 

$            19.544.518 

1,020.508 

7.129.339 

6.279.738 

_  5.531,313 

35.725.622 

25.824.256 

4,221.897 

234.825.014 

12,139,535 

1,063,311 

1 ,668,060 

2.058.947 

510,950 

497,619 

322,276 

186,578 

1,767,925 

173.554 

42,980 

2,415,095 

13.406.551 

42,825 

1,793,838 

334.812 

637.187 

13,515,503 

432.466 

325.174 

147.055 

132 

2427r78;899^ 

6,793,126 

43,557,259 

Interfund 

Equipment 

Transfers 

Motor  Carrier 

Aeronautics 

State  Motor  Pool 

Program 

Program 

Services  Division 

Program 

Planning  Division 

Total 

165,811 

$             3,461.890 

$              2.959.659        $                 304,849 

$             2,055.375        $ 

61.593.190 

1,950 

7.950 

57.736 

1.131.171 

818.051 

81 ,450 

515.799 

17.033.792 

1,079 

16.708 
4.609.769 

704.287 

(2,325) 
385,924 

2,571.174 
1,586,263 

15.462 

224,626 

3.777.710 
34.270 

78.650.394 

45,482 

123,735 

253,680,483 

338,772 

2.560.711 

172.043 

39,837 

153,062 

8.054,743 

2.211 

9.030 

75.087 

1 1 .672 

71,022 

1,499,867 

409 

20.312 

114.006 

27.683 

167.662 

2,458,129 

6,412 

176.255 

27.746 

65.676 

16,140,715 

8,030 

57.362 

47.974 

22.297 

2.954 

1,975.280 

102,169 

2,521.171 

33.912 

48.694 

221 

17.193.669 

1,227,800 

4,694.819 

163.374 

55.182 
14,693 

100.127 

7.145.997 
14.825 

Equipment  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 


219.578 
150.774 


816.630 
73,400 


2.035,652 
224.174 


Capital  Outlay 
Land  &  Interest  In  Land 
Buildings 

Other  Improvements 
Total 


13.950 
165.240 


5,015,534 
165,240 
293.636 


Local  Assistance 
From  Stale  Sources 
From  Other  Income  Sources 
Total 


250.000 
'  250.000 


215.387 
250.000^ 
465;387 


Grants 
From  State  Sources 
From  Federal  Sources 
From  Other  Sources 
Total 


936,150 
2,889,769 

216.395 

4.042,314 


18,032.988 

2.998.191 

216.395 


Transfers 
Accounting  Entity  Transfers 
Total 


Debt  Service 
Bonds 

Installment  Purchases 
Total 

Total  Program  Expenditures  &  Transfers-Out 

PROGFIAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Debt  Service  Fund 
Enterpnse  Fund 
Inlemal  Service  Fund 
Expendable  Tmst  Fund 
Nonexpendable  Trust  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less       Nonbudgeled  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authonty 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 


_29.482.366_      $         284,248,796        $_ 


13,690,866 
13,690,866        $. 


377,199 
2,472,318        $. 


13,691.441 

382.894 

14,074.335 

26,786,999        $  4,594,631        $  1,255,880        $  9,036.622        $        457,140.733 


29,482,366        J 

284,248,796        $ 

69.632.009 

$ 

13.690,866 

$ 

2,472.318 

$ 
$           15,940,246 

26,786,999        $ 

4,594,631        $ 

$ 
1,158,633 

97,247 

250,000 
8,755.611 

17,883 

13,128 

9,036.622 

$                 250,000 

424,659,045 

13,690,866 

97,247 

18,412.564 

17.883 

13.128 

29,482,366 

284,248,796 

69.632.009 

13,690,866 

2.472.318 

15,940,246 

26,786,999 

4,594,631 

1,255,880 

457.140.733 

(19,609) 

13.690,866 

690.995 

56.470 

1.724.853 

2,800,874 

390,708 

(571,385) 

16,120,923 

16,376,039 

27,069,687 

(282,688) 

0 

(6,694) 
4,601,325 
4,881,147 

53.866 

(1.619) 

1,203,633 

1.388,007 

31.011 

(181.528) 

9.187.139 

10.764.473 

41.927.133 
(1.007.053) 

29,501,975 
31,161,634 

284,248.796 
284.640.120 

69.632.009 
72.492.609 

0 

416.220.653 
424.504.903 

JJiM§L     *- 


_0_      $  279.822        S  184.374        S  1 .577.334        $ 


General  Fund 
Speaal  Revenue  Fund 
Debt  Service  Fund 
Enterpnse  Fund 
Internal  Service  Fund 
Expendable  Trust  Fund 
Nonexpendable  TrusI  Fund 
Unspent  Budget  Authonty 


1.076,021        $ 
1.076,021        $^ 


This  schedule  IS  prepared  from  the  Statewide  Budgeting  and  AccounUng  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 . 
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$       279.822    $       169.618    $      1.577,334 
14,756 


184.374   S     1.577.334   $^ 


14.756 
1.347.504 


DEEARTMEt:JT-OF_TRANSPOFa:/^TION 

SCHED_ULE0F_1DIAL£XEENDITURES_&TRANSFERS-0UI 

EQRJH£_ElS£ALXEARiNDED_J^L)JiE_3!L1998 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Ser\'ices 
Salanes  i 

Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Malenals 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Gooets  Purchased  For  Resale 
Total 

Equipment  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 

Capital  Outlay 
Land  &  Interest  In  Land 
Buildings 

Other  Improvements 
Total 

Local  Assistance 
From  State  Sources 
From  Other  Income  Sources 
Total 

Grants 
From  State  Sources 
From  Federal  Sources 
From  Other  Sources 
Total 

Transfers 
Accounting  Entity  Transfers 
Total 

Debt  Service 
Bonds 
Loans 

Installment  Purchases 
Total 

Total  Program  Expenditures  &  Transfers-Out  $ 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 

Special  Revenue  Fund  $ 

Debt  Service  Fund 
Enlerpnse  Fund 
Internal  Service  Fund 
Expendable  Trust  Fund 
Nonexpendable  Trust  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less       Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Aulhonty 
Unspent  Budget  Authonty  $ 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 

Special  Revenue  Fund  $ 

Debt  Service  Fund 
Enterpnse  Fund 
Internal  Service  Fund 
Expendable  Tnjst  Fund 
Nonexpendable  Trust  Fund 
Unspent  Budget  Authority  $  " 

See  note  7  on  page  A-16 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 


General 

Interfund 

Operations 

Construction 

Maintenance 

Equipment 

Transfers 

Motor  earner 

Aeronautics 

Transportation 

Program 

Program 

Program 

Bonds 

State  Motor  Pool 

Program 

Program 

Services  Division 

Program 

Planning  Division 

Total 

t             4,207.761 

i           26,508,830 

S           18,523,205 

S 

149,037        5 

3.308.620 

$              2,909,377        $                 293,745 

$             1,920,523 

$           57.821.098 

8,750 

2,100 

10.850 

1,055.655 

6,514.093 

5.946.003 

51,803 

2,782 

203,622 

1.065.168 

17.166 

4.390.954 

791,600 

76,871 

697 

373.413 

485,048 

15.986.241 
20.645 

5.263,416 

33,031,673 

24,469,208 

3,700,977 

2,405.571 

73.838,834 

3,433,594 

186,262,734 

12.075.965 

33,198 

695.985 

34,098 

125,102 

757,865 

203.418.541 

1,133,807 

1.262,867 

1.280.314 

295,941 

2,851,549 

107,295 

56,989 

93,500 

7.082,262 

412,172 

463.998 

256.463 

2.006 

11,049 

81,816 

11,855 

63,786 

1.303.145 

179,380 

1.630.392 

164,047 

18 

32,364 

141,416 

22,672 

144,368 

2.314.657 

144,609 

2.285,057 

11.994.385 

5,120 

175,082 

25,363 

52,436 

14.682.052 

43,993 

1.705.931 

7.437 

55,094 

47,917 

22,577 

(17,104) 

1.865.845 

349.312 

792,251 

14.798,673 

81.022 

2,273.359 

67.270 

63,933 

1.054 

18,426,874 

315.053 

159.364 

145,852 

883.260 

4,503,807 

175,423 

53,831 

74,283 

6,310,873 

410 

10,428.327 
(2.271.433)' 

(120) 

17.691 

17,981 

5,968.337 

192,900,656 
377.009 

42,421,630 

181,708 

1 ,302,882 
2,366,102 

830,197 
760 

400.013 

1.170,188 

255,422,230 

162,565 

151.654 

968,365 

59,723 

115.331 
492.340 

5.272.936 

56,250 
207,904 

231,304 

222,288 

181,708 
27.531 

2.366.102 

(2.271.433) 

760 

1,199.669 

5.300.467 

7 

104.597 

104,604 

340.261 

3.349 

343,610 

5,613,204 

135,477 

221.100 

250.000 
250,000 

5,748,681 

221,100 
250,000 

221.100 

471,100 

16,786,999 

63,092 
102,192 

171.943 

823,689 
2,156,812 

17.845,723 
2,259,004 

$ 

27.900.123 

224,643 
3,205.144 

224,643 

16.786.999 

165,284 

171.943 
16.199 

20,329,370 

27,916,322 

27.900.123 

16.199 

27,916,322 

4,763 

5.918 
5,918 

$ 

15,213,921 

38.094 
173.786 
211.880 

15,218.684 
38,094 
179,704 

4,763 

_ 

15,213,921 

15,436,482 

28,245.803        J 

>         232,209,075        $           67,208.023        S 

15,213,921 

$. 

4.084.486        i 

i           12.547.848        $ 

27.900.123 

$             4.531,934 

(             1,182,668 

$             7,238,807 

$        400,362,688 

$                 250.000 

$                 250,000 

28,245,803        3 

;         232.199.243        $           67.208.023 

$ 

27.900,123 

$             4,531,934 

$             1,082,512 

6.978,581 

368,146.219 

$ 

15,213.921 

$ 

4,084,486        I 

i           12,547,848 

100.156 

15.213.921 

100.156 

16.632.334 

9.832 

9.832 

10,226 

10.226 

28,245.803 

232,209.075 

67.208.023 

15.213.921 

4,084,486 

12,547.848 

27,900,123 

4,531,934 

1.182,668 

7.238.807 

400.362.688 

9.830 

15.213.921 

(1,047,763) 

(2.653.775) 

27,777,456 

54.336 

10.226 

39.364.231 

16.194 

(4,311,647) 
236,510.892 

19.890 

22.111 
5.110.138 

(433.487) 
15.635.110 

122,667 
0 

1,131 
4,530,803 

(311) 
1.128.643 

(245.513) 
7.474.094 

(4.808.965) 

28.229,609 

67.188.133 

0 

365.807.422 

30,704,219 

258.347,709 
>           21,836,817        i 

68.837.316 

$ 

5.951.107 
840.969        S 

16,147.230 
1               512.120        $ 

4,754,474 
$                223,671 

1 .355,985 
S    .           227.342 

7.939.914 

394.037.954 

2,474,610        J 

t             1.649.183        S 

0 

0 

$                 465.820 

$           28.230.532 

2.474.610        $  21.836.817         $ 


223.671         $ 


840.969        $ 


!1 1.964 

$ 

465.820 

26.862.065 

0 

15.378 

1,353,089 

15,378 

2.474.610        $  21.836.817        S  1.649.183        $^ 

System   Additional  infomiation  is  provided  in  the  notes  to  the  finanaal 


_g_      $ 840.969        $_ 


J0_      $ 223.671        $ 227.342        S  465.820        $^ 


schedules  beginning  on  page  A-1 1 . 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1999 


Summary  of  Significant 
Accounting  Policies 

Basis  of  Accounting 


Basis  of  Presentation 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  and 
Expendable  Trust  Funds.  In  applying  the  modified  accrual  basis,  the 
department  records: 

Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs 
the  related  liability  and  it  is  measurable,  with  the  exception  of 
the  cost  of  employees'  annual  and  sick  leave.  State  accounting 
policy  requires  the  department  to  record  the  cost  of  employees' 
annual  leave  and  sick  leave  when  used  or  paid. 

The  department  uses  the  accrual  basis  accounting  for  its  Proprietary 
and  Nonexpendable  Trust  Funds.  Under  the  accrual  basis,  as 
defined  by  state  accounting  policy,  the  department  records  revenues 
in  the  accounting  period  earned  when  measurable  and  records 
expenses  in  the  period  incurred  when  measurable. 

Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year.  Expenditures  and  expenses  may  also  include 
goods  and  equipment  ordered  with  a  purchase  order  before  fiscal 
year-end,  but  not  received  as  of  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgeting  and 
Accounting  System  without  adjustment. 

Accounts  are  organized  in  funds  according  to  state  law.  The 
department  uses  the  following  funds: 
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Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes.  State 
Special  Revenue  Funds  include  the  Highway  Special  Revenue 
Account,  Highway  Non-Restricted  Account,  Petroleum  Storage  Tank 
Cleanup  Account,  Motor  Fuel  Tax  Account,  and  Aeronautics 
Program  Account.  Department  Special  Revenue  Funds  also  include 
federal  activity  such  as  Highway  Planning  &  Construction,  Federal 
Transportation  Administration  Grants,  Airport  Improvement,  Rail 
Service  Assistance  and  Highway  Traffic  Safety  Program. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  General  Long-Term  Debt  Principal  and  Interest.  The 
department  uses  this  fund  to  account  for  the  Series  1987  Highway 
Revenue  Bonds  and  the  Series  1993  Highway  Revenue  Refunding 
Bonds. 


Proprietary  Funds 


Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises,  where 
the  legislature  intends  that  the  department  finance  or  recover  costs 
primarily  through  user  charges;  or  (b)  where  the  legislature  has 
decided  that  periodic  determination  of  revenues  earned,  expenses 
incurred  or  net  income  is  appropriate.  The  department  records 
activity  related  to  the  West  Yellowstone  airport  in  the  Enterprise 
Fund. 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services 
to  other  agencies  or  departments  on  a  cost-reimbursement  basis. 
Department  Internal  Service  Funds  include  the  State  Motor  Pool 
Account  and  the  Highway  Equipment  Account. 


Fiduciary  Funds 


Trust  Funds  -  to  account  for  assets  held  by  the  State  in  a  trustee 
capacity  for  individuals,  private  organizations,  other  governments  or 
other  funds.  Department  fiduciary  funds  include  Expendable  Trust 
Funds  and  a  Nonexpendable  Trust  Fund. 
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Expendable  Trust  Funds  -  are  for  the  Woodville  Highway  Trust 
Account  and  the  Rail  Construction  Trust  Account.  The  Woodville 
Highway  Trust  accounts  for  proceeds  and  interest  earned  from  the 
sale  of  a  section  of  highway  to  the  Anaconda  Company.  The 
department  is  holding  these  monies  in  trust  with  the  intent  they  be 
used  to  improve  Butte-Silver  Bow  area  roadways.  The  Rail 
Construction  Trust  was  established  in  1993  due  to  a  settlement 
agreement  with  the  Burlington  Northern  Railroad  Company  under 
guidelines  set  forth  by  the  Federal  Rail  Administration.   Interest 
earnings  from  the  ftind  can  be  used  for  rail  rehabilitation  projects  in 
the  state  in  accordance  with  federal  regulations  as  outlined  in  the 
Local  Rail  Freight  Assistance  Program. 

Nonexpendable  Trust  Fund  -  is  the  Moore-Sipple  Rail  Connector. 
The  trust  holds  federal  project  funds  to  ensure  the  rail  operator 
meets  project  agreement  conditions. 


2.       General  Fund  Balance 


The  negative  fund  balance  in  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.  The  General  Fund  is  a  statewide 
fund.  Each  agency  does  not  have  a  separate  General  Fund  since  its 
only  authority  is  to  pay  obligations  from  the  statewide  General  Fund 
within  its  appropriation  limits.  Each  agency  receives  cash  or  other 
assets  from  the  statewide  fund  when  it  pays  General  Fund 
obligations.  The  department's  outstanding  liabilities  exceed  the 
assets  the  agency  has  placed  in  the  fund,  resulting  in  negative  ending 
fund  balances  for  each  of  the  two  fiscal  years  ended  June  30,  1998 
and  June  30,  1999. 


Bond  Debt 


The  Highway  Revenue  Refunding  Bonds,  Series  1993,  were  issued 
to  refund  a  portion  of  the  $150,000,000  outstanding  Series  1987 
Highway  Revenue  Bonds  maturing  in  the  years  1998  through  2005. 
The  Highway  Revenue  Bonds,  Series  1987,  were  paid  off  as  of 
June  30,  1998. 


On  June  29,  1995,  the  depanment  transferred  $39,995,307  from  the 
Highway  Special  Revenue  Fund  to  the  Debt  Service  Fund.  The 
funds  were  placed  with  an  escrow  agent  to  provide  future  debt 
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service  payments  on  the  Series  1993  Highway  Revenue  Refunding 
Bonds.  As  a  result,  $39,665,000  of  the  Series  1993  bonds  maturing 
on  July  1,  2003  through  2005  are  considered  legally  defeased  and 
the  liability  for  that  amount  has  been  removed  from  the  department's 
General  Long-Term  Debt  Account  Group. 

The  following  information  identifies  the  department's  long-term  debt 
balances  as  of  June  30,  1999. 

Outstanding  Bond  Debt 

Bond  Amount           Interest  Outstanding 

Series  Issued  Range  (%)  at  6/30/99 
Highway  Revenue 

Bonds                         1993  $112,040,000      2.5-5.2  $52,510,000 

Bond  Debt  Payment 

Bond  activity  is  recorded  in  the  Debt  Service  Fund.  The  fund 
accounts  for  the  annual  debt  payments  as  nonbudgeted  activity. 
Amounts  presented  by  the  Debt  Service  Fund  -  Schedule  of  Changes 
in  Fund  Balances  are  essentially  bond  debt  payments.  Future 
payment  requirements  are  as  follows: 

1993  Highway  Revenue  Refunding  Bonds 

Fiscal  Year 
Ending  June  30  Principal  Interest  Total 

2000  $11,355,000  $2,314,560  $13,669,560 

2001  11,885,000  1,756,535  13,641,535 

2002  12,470,000  1,153,603  13,623,603 

2003  13,095,000  514,478  13,609.478 

2004  3,705,000  93,551  3.798.551 

Intercap  Loan 

In  June  1997,  the  Board  of  Investments  provided  a  loan  to  the 

department  to  finance  or  refinance  the  acquisition  of  vehicles  for  the 

State  Motor  Pool.  The  loan  balance  as  of  June  30,  1999,  was 

$4,709,498. 
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4. 


Intrafund  and  Interfund 
Activity 


During  the  normal  course  of  operations,  the  department  has 
transactions  within  funds  and  between  funds  to  finance  operations, 
provide  services,  and  service  debt.  The  following  describes  the 
interfund  and  intrafund  activity  for  the  two  fiscal  years  ending 
June  30,  1999. 


Equipment  Program 


The  Equipment  Program,  which  is  part  of  the  Internal  Service  Fund, 
maintains  a  fleet  of  equipment  and  vehicles  for  use  within  the 
department.  Costs  are  recovered  through  user  fees  charged  to  other 
programs  within  the  department.  Charges  for  services  revenue  is 
recorded  in  the  Internal  Service  Fund  for  the  rent  of  the  equipment 
and  the  user  program  records  rent  expense.  The  major  programs 
using  equipment  are  the  Maintenance  Program,  the  Construction 
Program,  and  the  Motor  Carrier  Services  Program. 


Transfers 


Section  15-70-125,  MCA,  requires  all  interest  and  penalties 
collected  be  deposited  in  a  non-restricted  account  in  the  State  Special 
Revenue  Fund.  The  department  later  transfers  these  funds  to  the 
Highway  Special  Revenue  Account.  During  fiscal  year  1997-98  and 
1998-99,  $14,332,584  and  $13,194,717,  respectively,  was 
transferred  from  the  Highway  Non-Restricted  Account  to  the 
Highway  Special  Revenue  Account. 


During  fiscal  years  1997-98  and  1998-99,  $13,567,538  and 
$13,592,282,  respectively,  was  transferred  from  the  Highway 
Special  Revenue  Account  to  the  Debt  Service  Account  for  bond 
payments. 


Cash  Transfers-Out 


The  department  is  funded,  in  part,  by  gasoline  and  diesel  fuel  taxes. 
While  the  majority  of  fuel  taxes  collected  is  earmarked  for 
department  operations,  there  are  specific  fuel  tax  collections  that 
fund  other  state  programs.  The  Cash  Transfers-Out  Account  records 
the  transfer  of  fuel  tax  collections  to  the  responsible  agencies.  The 
department  collects  Motor  Boat,  Snowmobile,  and  Off  Road  Vehicle 
Fuel  Taxes  for  the  Department  of  Fish,  Wildlife,  and  Parks.  The 
department  also  collects  Petroleum  Storage  Tank  Cleanup  Funds  for 
the  Department  of  Environmental  Quality. 
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Highway  Construction 
Commitments 


At  June  30,  1999,  the  department  had  contractual  cominitments  of 
approximately  $188,31 1,431  for  construction  of  various  highway 
projects.  Funding  for  these  highway  projects  is  to  be  provided  from 
federal  grants  and  matching  state  special  revenue  funds. 


Negative  Equipment 
Expenditure  and 
Nonbudgeted 
Expenditures  and 
Transfers-Out 


In  fiscal  year  1997-98,  the  Equipment  Program  has  negative 
equipment  expenditures  of  $2,27 1 ,433.  The  department  accrued 
equipment  purchased  but  not  yet  received  at  fiscal  year-end  1996-97. 
The  equipment  was  received  in  fiscal  year  1997-98  and  recorded  on 
the  state's  Property  Accountability  Management  System. 
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The  negative  Nonbudgeted  Expenditures  and  Transfers-Out  balances 
in  the  Internal  Service  Fund  on  the  Schedule  of  Changes  in  Fund 
Balances  in  fiscal  year  1997-98,  relates  to  equipment  purchased  in 
one  fiscal  year  and  received  in  the  subsequent  fiscal  year. 


Agency  Response 
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Montana  Department  2701  Prospect  Avenue  Marc  Racicot.  Governor 

of  Transportation  PO  Box  201001 

Helena  MT  59620-1001 


November  10,  1999 


Scott  A.  Seacat 
Legislative  Auditor 
Room  135 
State  Capitol 
Helena,  MT  59620 


Subject:  Department  of  Transportation's  Financial  Compliance  Audit  for 

Fiscal  Years  1997-98  and  1998-99. 


I  am  transmitting  our  response  to  the  audit  performed  by  your  office  for  the  two 
fiscal  years  ending  June  30,  1999. 

Thank  you  for  your  staffs  effort,  cooperation,  and  professionalism  during  this 
audit. 

As  always,  this  department  is  committed  to  complying  with  state  and  federal 
laws,  implementing  and  maintaining  effective  accounting  controls,  and  presenting 
ai^  accurate  and  fair  financial  picture. 


MarVirVuye         ^y 
Director  of  Transpqjiation 
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An  Equal  OpDortuna\  Empiove- 


Recommendation  #1 

We  recommend  the  department  record  federal  revenue  in  accordance  with  state 

policy. 

Response 

Concur. 

The  department  will  input  correcting  entries  into  SABHRS  by  January  and  will 
develop  procedures  to  properly  record  accruals  for  federal  revenues  in  the  future. 


Recommendation  #2 

We  recommend  the  department  follow  its  procedures  for  motor  fuel  tax  revenue 

accruals. 

Response 

Concur. 

The  department  corrected  SABHRS  for  the  error  as  a  PY  adjustment  and  will 
review  our  FYE  processes  and  implement  procedures  and  make  appropriate 
changes. 


Recommendation  #3 

We  recommend  the  department  record  the  motor  pool  facility  on  the  state's 

accounting  records  in  accordance  with  state  law. 

Response 

Concur. 

The  department  recorded  the  motor  pool  facility  in  the  states  accounting  records 
in  accordance  with  state  law  as  of  October  1 999. 
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Recommendation  #4 

We  recommend  the  department  follow  procedures  to  properly  record 

merchandise  inventory  on  the  state's  accounting  records. 

Response 

Concur. 

The  department  input  the  correcting  entry  into  SABHRS  during  October  1999. 
We  will  review  our  FYE  process  and  implement  procedures  and  make 
appropriate  changes. 


Recommendation  #5 

We  recommend  the  department  improve  controls  over  the  use  of  purchasing 

cards  to  ensure  compliance  with  state  law  and  policy. 

Response 

Concur. 

The  department  will  review  and  revise  its  policies  and  procedures  where 
appropriate  regarding  purchasing  cards.  Additionally  the  ASB  will  provide 
training  prior  to  FYE. 


Recommendation  #6 

We  recommend  the  department  follow  procedures  established  for  reconciling 

cash  change  funds  held  outside  the  state  treasury. 

Response 

Concur. 

The  department  has  reconciled  and  corrected  the  cash  balances  on  SABHRS. 
Also,  a  regularly  scheduled  reconciliation  process  was  implemented. 
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Recommendation  #7 

We  recommend  the  department  review  items  included  in  its  vehicle  rental  rates 

to  ensure  fees  are  commensurate  with  costs. 

Response 

Concur. 

Motor  Pool  Facility:  The  Motor  Pool  facility  was  built  with  the  intent  of  leasing  the 
site  and  building  to  the  Motor  Pool.  A  payment  plan  was  worked  out  but 
unfortunately,  the  leasing  agreement  was  never  signed.  Currently  the 
department  is  in  the  process  of  preparing  the  lease  agreement. 

The  department  believes  that  the  annual  lease  agreement  amount  is  fair  and 
proper.  When  the  department  asked  LAD  what  amount  would  be  reasonable,  an 
answer  was  not  supplied.  We  will  investigate  this  cost  based  on  other  lease 
agreements  in  Helena  to  determine  if  the  rate  should  be  adjusted. 


Recommendation  #8 

We  recommend  the  department  ensure  federal  funds  are  not  used  to  pay 

unallowable  equipment  costs. 

Response 

Concur. 

Air  Compressor  -  The  department  will  work  with  FHWA  to  clarify  this  issue  and 
develop  an  acceptable  manner  to  recover  operating  costs  for  federal  donated 
assets. 


Recommendation  #9 

We  recommend  the  department  obtain  approval  from  OBPP  in  accordance  with 

state  policy  to  spend  nonbudgeted  funds. 

Response 

Concur. 
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Recommendation  #10 

We  recommend  the  department  establish  procedures  to  ensure  all  federal  funds 

subgranted  are  monitored  in  accordance  with  federal  regulations. 

Response 

Concur. 


Recommendation  #1 1 

We  recommend  the  department  provide  the  Department  of  Administration  with 

the  date  federal  funds  are  received  by  the  state. 

Response 

Concur. 

The  departments  revised  procedures  recommended  in  the  previous  audit  were 
based  on  discussions  and  suggestions  from  LAD.  To  ensure  compliance  with 
this  audit  recommendation  MDT  will  need  to  work  with  DOA  in  implementing 
proper  procedures.  This  recommendation  is  also  applicable  to  other  state 
agencies  that  use  the  same  procedures  and  assumptions  as  we  do. 


Recommendation  #12 

We  recommend  the  department  establish  administrative  rules  governing  the 

maintenance  and  operation  of  motor  pool  vehicles  in  accordance  with  state  law. 

Response 

Concur. 
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